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United Kingdom Seeking Closer Agreement with US on Far East Issues :
' Page 3
Although it is unlikely to change its policy of recognizing Red
Chine, at least for the time being, the UK has shown by its selective
embargo, by its rubber controls and its changed attitude on the Japanese
Peace Treaty, a desire to conciliate the US in important Far Eastern
problems. '
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Soviet ald to Commmist China -- probably extended on the basis of
current or future reimbursement rather then in the form of grants -- has
teken the form of technical assistance from Soviet advisers, a $300,000,000
credit extension, the step-up of Sino-Soviet trade, the return of ex-~
Japanese property, and the transfer of military equipment valued at pos-
sibly over $100,000,000 in the past year.

Chinese Communists Counter Western Embargoes ---we=o---< we=w=-== Page T
As Western export controls have become increasingly severe, the
Chinese Comunists have resorted to the following courses: (1) Increased
their purchasing activities in India, (2) Sought increased shipments via

the Buyma Road, (3) Approached Indonesis and Ceylon for rubber, (&)
Increased trade with East Europe, and (5) Negotiated new trade protocols
with the USSR. .

Collectivization Deemphasized in Cominform Satellites ----=—-=-~ Page 9

The tendency of several Soviet Satellites to apply breaks to the
dollectivization program probebly indicates a desire to avoid Jeopardi-
zing prospects of good crope by further antagonizing the peasantry.

Bases Spain's Biggest Potential Contribution as NATO Menber ---- Page 1l
While outmoded industry and ill-equipped armed forces could be medern-

ized only at great expense and over a long time, Spain's strategic geograph-

ical position would ensble it to bring valuable bases to NATO if Spain

were admitted to membership.

The Haya Cagg ~--~~c--- - e e e 4 o e e Page 13

The recent International Court of Justice ruling regarding asylum
of Victor Haya de la Torre, Peruvian politicien, in the Colombian BEm-
bassy in Lima has done little to relieve two and a half years of tension
between Colonbie and Peru.
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Tithout abandoning for the precent its bosie Chima poliey, the
UK has recontly tonded to coneill:te the US on a variety of Far Lactern
problems arising fronm the Losle diverpence of British and Amerieun
interesto in the area,

Since April of this year, the UK has instituted a selective embargo
agoinct mainlend C:ina, cot u. ¢ rubber cxport c.utrol system, accepted in
gencral tho US position on the Japonese Peace Ireaty, notably in connection
with the Clinese accession problem, and has agreed to postpone consideration
of the permnent dispositlon ol Yormopn, Further, the British have agreed
to postpone the issue of Chinese Comrmunist roprecentation in UR bodics
and tho Gene:al Ascorbly, and have recontly frvored the adnission of Jopan
to the International Whoat Agrecment, in this ccge reversing their poliey
of las. surmoer,

Considered collectively, t ese noves demonstrote a decp British
concern to avoid the adverse cousoquonces of aggravating US-UK differenccs
over Far Tastorn poliey, not “he least scrious of which, in the U vicw,
would be o resurgonce of strong anti-Dritish feeling in the US and a
eonsequent stiffening of US policy towcrd Comrimnist China.

The British poliey of recognizing the de facto authority of the
Peiring regime follows traditional UK proccdure in sueh coses, and is
knsed on amrle procedent. [orcover Dritein is firmly opposed to any oxe
pangion of {he Korcan war 1 to a ider Acian thecter, and actively favors
reneved cease=fire proposals to tlie Chinosc Comr unigla, "In view of
encrcetic Dritish 1rosccution of thece oims, it would he inconsistent to
conelude thrt the U has roversed its attitude toward tho Peiping regine.
And, it rcmaing inprobable that Britain will do co, cspeeinlly as long
ap the threa: to long Iung and Taloya co tinucs uncbated,

Tho recent chionse in cmphacls in British Far Factern policy, howevery
sug ‘esto a desire to establish a rcgord of firm measurcs tairen in dige 25X6
approval of Chinese Cormumlst agcrssion in Korea == possibly in anticipa=

ut evelornmonts ihct Lt mal:e it neceossary to adopt o ctronger

25X6
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Tho holp rendered by the USSR to China has been o consistent thems
of Chinesce Comrunist propogonda., A noteworthy feature of this propaganda »
hovever, ia thot no mention is ever rade of assistance in the forn

receivad by boneficiarics of US ald == that is in the form of gifts or prants.

Sinco the Ciinese Corrmnicts arc in no way backward about advertising
Seviet aid, the lack of reference to prants sugcests that Soviet ascistiance
has been on the bdsis of current or future reimbursement, This inference
may deccrve qualification with resiect to military aid: transfers of
nilitory eéquipment on a grant rather then reinmburscment bcsis nay have

been rnde but not publicized beecause of socurity and propasands considerations,

The lsting that followo sunmarizes the various types of Soviet
assistance to Cormrmnict China, Although these ty-es of aid do not entail
‘the same economie saerifice to tho USSR as would outright gifts, they have
required an alleeation of searcs technieal personnel and goods thot the
USSR would not makc if it did not consider the effort worthvhile in
furthering the integration of China into the Soviet Orbit, From C.ina's
point of viecw, clthough Soviet assistance has not provided the same casy
benefitc ac freo gifts s it has peant the aequigition of industrial
supplics and equippent that were not otherwise avallable to the Chinese
Cormunisisy

1, Personpngl. Soviet persomnel in China, estimated at between
15,000 and 25,000, are in a position to exert eonsiderable influence over
military, politisanl and economie afailrs, The large moj ority of theso
perasons arc military tcchnielens and sdvisers, whose sexviees are not
advorticed in Chinese Cormunict propagonda, Soviet politisal advisers,
the next largest ecotegory, arc prominent in both the Chinese party and
governmental apparatus, particularly in the various seceurity organizations.,
In tho economio field, the help of Soviet advisers in railrond rectoration,
coal minin~ and the stecl industry has been offusively aclnouledped, USSR
trading ageneies in China alsoo employ a large body of Soviet personnel to
handlo the growing trade betuean the tvo ecountries, Finally, Soviet
personnel arc prominent in geoetors of the cconory donmincted by joint Singe
Soviet cnterprises, suc: ac civil aviation in Horth China.

2, Credits. In February 1950, the USSR apreed to extend a
% 300,000,000 crodit to China at the rote of & 60,000,000 annually, The
Chinese drreod to amortize this ercd:t wit: 1 percent interest at
£ 30,070,000, storting in 1954, The ecredit is being used by China to cover
the shipment of industrial surplies ¢nd equipment from the USSR, and
poscibly of militar): items ag well, o other Soviet ecredits to Com: unist
China have becrn publicized, although I - orts have alleged
that additional credits have been extended to cover nilitary shiiments.

TOy SLCRI'T
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3. Irgda. The UBSR, vhich ms traditionally wmimportent in China'e
foreisn commerce, is mov, accopding to Comunist gtatenents, China’s
Prineipal trading partner. In 1950, trade with the USSR is said to have
accounted for about ome-fourth of China’s foreign eommaroe. Accops th the
USSR ia partioulardy helpful to China for itemn, such as jetrolewn ang ,
trucks, that are 4iffisult to cbtain from the Tost because of export contrelr,
China is todoy wholly dorondent om the USSR for itc supply ol petroloum
producto, ccept for & amll ampunt obtained fron sz ling oand domestio
production, The WKR hes also encouraged the opening wp of trade betwecn
China and the Last Bawopean Satellites, ond otrctepie items shipped from
or transshipped tyough the Satellite countries have provided a small but
useful coryonont of Ghina®s inports. Recent announcements, following the
signing of nev trede agrecments, declare that China®s trade with other
COthmmammmmmmM. An increnans
in trado with other Cammmist nations chould help messurably in offsetting
the adverse effocto of the expooted deeline in gommerce with the Teot,
although it will not mitigate Chiina's shortages of seleoied items lile rubber,

4o Holurn of ex=Jopanoso nropertv. In January 1951, the lbseow radio
announced the relurn to tho Chinese of property seized fron Japen by tho
USSR, The transfer of assets covered 302 itenms s including 183 residences,
47 factorion, 33 warchouses, 23 lond ;roperties and 11 cincms loeated in
Dairen, clsovhere in Ibmehurin and in Peiping, Exocopt for tho Port Arthur
laval Base and the Chinese Changchun Railway, the Soviets appercntly have
turned over to tho Chincse all former Japancse rroperties in tho Iortheast,
3m1uding mchinery that hed previously becn dismantled and shipped to the

SSR,

J. I itory aid. Estimtes regarding the extent of Soviet oilitary
aid to the Chinese C.mmn:iste rema'n highly speculative, Soviet equipment
captured fron Chinese Commmist units in Yorea consists of a few artillery
pleces and other minor material, Sightings of tanks in Chinese Comrunist
rear arens, havever, suggest that capturcd cquipment does not offer a ,
reprcsentotive indieation of the amount of Soviet equipment involved in
eutrent oparations, In China itsolf there is evidoness that Soviet nilitary
aid has token the fornm of airplones, rader and communiocations equipment,
anti-aireraft and comstal artillery, military vehicles, tanks and possibly
aloo paval craft, including submarines. Although firm statisties on the
value of Coviet military aid are not available, figurcs on present Chinese
Commmnist air strength offer the bascis for a2 ninimm estimcte, At preoent,
the Chinese Cormunist Air Force has avsilable approxinmately 1,000 aircraft
of all types, mostly of Soviet mamufacturc, Only 400, however, are tentotively
indontified ac of Chinesc Commnist svbordinationg the remainder are of
Horth Korcan or undetermined subordination operating in eonjunction with the
Chinese Corrmunist Air Force. On the basis of these figures, come
i 50,000,000 would oppear to be a minimmm ostimate of “he velue of Soviet
military aild o China in the rast year, wit: a morc likely fipure of two ax
three times this amount,

El
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Soviet assistance has probably entailed disadvantages 4¢ China in that
the prices paid to the Ruscians have becn relotively high, although
Coremnist propagonda alleges that the Chineso hae reccived ood pricos for
shipments to the USSR and have bought oheaply from the Russians. Tostern
oboervers arc inclined to believe that “he terms of itrade are nct ac favore
able to the Chinese under present eonditions as in former years, Never-
theless, whon optern sources of supply :rc being closed to the Chinese,
Soviet asolslance == «n whatever torns = ig necded to support China's
econory and aasure the rilitary offcotivencas of its fiphting forees,
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Chinese Communists Counter Western Exbargoes

Despite the export coatwols imposed by the major Western trading coun-
tries, China's foreign commerce in 1950 reached record levels. Export re-
strictions were wholly confined to items of a strategic character and, except
in the case of the US control program, the range of items considered stra-
tegic was narrow and generally exclusive of the bulk of items entering into
China's commeyce.

During 1950, rubber, cotton, iron and steel products, transportation
equipment and many mechinery items were exported to China from most countries
without restriction by export control officials. Only in the case of a few
commodities of commercial importance, like petroleum products, were the
Chinese Communists seriocusly affected by Western export controls.

Since the Chinese entered the Korean conflict, Western controls have
been progressively tightened. In December, the US replaced its program of
selective controls by a policy of complete embargo on all shipments to China.
Later, largely as a result of US pressure, the West European countries began
to apply more restrictive criteria in licensing exports to China. British
action in embargoing rubber shipments and Hong Kong measures to broaden the
scope of its export controls have begun to. cut appreciably into the amount
of Chinese imports from Western sources.

To Counter the increasing effectiveness of Weatern export controls, the
Chinese Communists have resorted to the following sources:

1. sed purch 8 1n 8. Because of the increasing
restrictiveness of Hong Kons controln, the Ch:lnese have reportedly begun to
shift their copmercial staffs to India, seeking to develop that area as a
source of supply for local products and war surplus equipment, and as a trans-
shipment point for items originating in other countries. In this conrnection,
China's wooing of the Indien public by shipments of food grains is well cal-
culated to secure a climate of official opinion disinclined to restrict the
volume of trade with the Communists. Reported support in Pelping for a plan
to inmugurate air service between China and India is indicative of & Chinese
Communist desire to encourage commerce between the two countries.

2. Incressed shipments via the Burmn Road. As an alternate supply artery,
the Burma Road can be of only limited velue to the Chinese Communists because
of pbysical limitations on the carrying capecity of the highway and because
of the prevelence of bandits in the area. Nevertheless, the Chinese Ambassador
in Rangoon has reportedly requested the Burmese Govermment to allow increased
shipments over the road. At the same time, the Chinese have been repairing
the roadbed, bridges and culverts elong the section of the highway in their

territory.

-7-
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3. Approaches to Indonesia and Ceylon for rubber. Following the British
ban on rubber shipments from Malaya, the Chinese began to press the search
for alternate sources of supply. HNegotiations with Indonesis and approaches
to Ceylon have not yet been concluded in contracts, according to the latest
information. It is not expected that the Chinese will be able to obtain from
these two countries more than a small fraction of the rubber that moved to
then from Malaya before the British ban wes imposed.

4. Increased trade with East Europe. Polish vessels have been increas-
ingly prominent in Far Last waters and have carried rails and other sivategic
- cargoes from Eastern Europe to China. Plans to step up the volume of this
inter-Orbit trade are indicated by the amnouncement of a new Sino-Czech trade
treaty providing, according to Commnist statements, for a large increase in
trade betwesen the two countries. Similar agreements providing for 1ncreased
trade with other Satellite areas are expected to follow.

. The Eagtern European Satellites have been useful to the Chinese Communists
in another way. There is mounting evidence of a broad effort to slip embar-
goed items through to China by the use of fictitious purchasers and of ships
chartered by Soviet Orbit interests which make false declaration of destination.

5. HNegotiations for new trade tocols with the USSR. According o
Commnist statements, the was China's principal trading partner in 1950,
with the US a very close second. New protocols just signed in Moscow provide,
the Communists declare, for substantially increasing Soviet shipments to China
in 1951. The USSR is a primary source for petroleum products to china, as well
as for militery equipment.

Despite the vigor of Chinese countermeasures to Western trade restrictions,
current trade returns indicate that China's imports from non-Orbit areas will
be less in 1951 than in the previous yemr -- a loss for which increased ship-
ments from the Orbit countyies will not fully compensate. The Commnists al-
ready feel the pinch in the case of petroleum and truck tires, as is evidenced
by the high perices they are willing to pey for these items. Shorteges in steel
rails, rubber, automotive equipment and many machinery items are also in Prospect
as present stockpiles are depleted and shipments from other Orbit areas prove
insufficient to make up for the loss of Western pources of supply.
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Collectivization Deemphasized in Cominform Satellites

Concurrently with reports of prospects for a good harvest throughout
Eagtern Europe, there are indications that several Cowminform regimes are
at least temporarily deemphasizing collectivization in favor of consolidating
8eins already made.

Thie drastic action had been preceded in Poland by & Januaxry 1951 party
directive that small and middle peasants were not to be coerced into joining
producer cooperatives » @8 a first step towvard collectivizaton. In an additionsal
effort to woo the peasant, the Polish Government had granted  several time
extensions for grain deliveries to the State s> and had reduced penmalties for

late deliveries.

Furthermore, there had been a noticeable increase in the mumbers of Bulgarian
Deasants fleeing the countyy, rincipally to Yugoslavie, but also to Greece
and Turkey. These refugees reported that, in addition to the wsual methods

of coercion, the Bulgarian Govermment pushed the establishment of collectives
by the large-scale resettlement of "unrelisble” elements from semsitive border
areasg and by seizing the land of some 120,000 ethnic Purks who had been de-
ported to Turkey. '

In addition to Picking ¢two local party or@nizatidn a8 scapegoats for
collectivization aifficulties, the Bulgarian Communist leaders have relaxed
rationing restrictions and decressed prices on some consumer goods. The pre-

zation has been almost non-existent in recent months, and no further gains
in the amount of colle_ctivized land in Bulgaria have been roted.

A similar Albenisn Communist tactical shift is evident in two recent party
directives. The first called for increased impetus for the development of
agricultural collectives. This was shortly followed, however, by an Albenian
Central Committee directive calling the previous agricultural policy incorrect,
in that collectivization was not to be expanded, but existing collectives con-
solidated.

-9 -

Approved For Release 2001/@W-Ropmso1"660A0001Dgp’;_@@% -2



"Approved For Releage 2001/03/04 : CIA-RDP79S0106Q04000100020001-2
TOP SECRET

A like pronouncement was made this spring in Hungary by party leader
Rakosi when he indicated that no new cooperatives would be formed until fur-
ther notice, and indicated that the consolidation of existing Hungarian co-
operatives was the difficult task now at hand.

The evidence in Czechoslovekia and Rumania, slthough not as specific as
in Poland, Bulgaria, Albania and Hungary, also indicates at least a temporary
slackening of collectivization pressures.

There are several possible motives for a relaxation of the collectivization
drive in Eastern Europe. The Communists cannot affordto jecpardize a generally
excellent crop prospect by further sgitating the already angered peasants.
Avallsble evidence indicates that peasant resiestance, hitherto largely pes-
sive, has resulted in relatively poor agricultural yields. Among high officials
in the Soviet Union itaelf, there are differences of opinion regerding the
merites of the further merging of existing collectivea. Since the present
East-West tension makes agricultural reserves extremely important, the Satel-
lite Communists may be temporizing on the long range progrem in favor of more
immediste agricultural production benefits.

- 10 -
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A strategle geographical position, not military or industrial potentisl,
would be Spein'e biggeat immediate eontribution to NATO in the event it were
admitied to membsrship,

An illeequipped army, navy and airforee, and an outdated industriel
machine eould be modernized only over & sonsiderable period of time and at
very high cost to the US, Spanish operational bames, howsver, might be of
vital importaense in a war betwwen Enst and West and eould quiskly be adapted
to operations purposes, ' v

General Fransigeo Frango informed the US Ambaasador in Madrid three months
ago that if and when Spain became a meuber of the North Atlantic Treaty Organi-
sation, it would be bound by "all NATO commitments,® In theory, this would
inelude the alloeation of some Spanish armed forees to General Eisenhower and
the granting of Spanish naval and air bases to cther NATO menber nations,

Soms of Franco®s closest military aides have asserted that, given adequate
equipment, Spanish troops would be sent beyond Spain's borders, It is believed
that Spain ecould contribute up to 26 divisions of about 9,000 men sach,

With respect to the queation of Spainf’s coastal defenses, Franco's Naval
Chief of Staff said that the Sparnigh littoral should be defended fyrom the sea
and in the air, thus highlishting the dependencs of Spaln upon land-based or
caryvier aircraft and upon an efficient navy, nelther of whiech Spain possesses,

If Spain i3 to follow a path parallel to that of Portugal, already a NATO
membar, the right to expand, equip and otherwise dewelop selected Spanish
bases should be one of the first concegsions granted by Speain under the torms
of the FATO agreement, The modernization of Spaints military forees and the
efficient utilization of Spain's reservoir of manpower would,of necesaity, Do
eone & long-range terget,

Despite Spain's boast of possessing the largest trained fighting force
in Western Burops, with a potential reserve of two million (actually about
400,000 under azmg, it is obvious to militery observers that Spain's lend
forees are woefully lacking in the type of military equirment esgsential to
succezaful modern warfare, On the positive side, the Spanish soldler ias a
tough, almost fanatical fighter, who, when properly trained, reveals a real
aptitude for handling modern woapons, The Spenish general staff end officer
corps are alszo generally considered to be capeble, although using outmoded

techniques.

The same considerations hold true for the nawy and the air forece, The
bulk of Spanish warships ecculd be used effectively only in anti-submarine
wvarfare and mining operations. Even for these operations, they are slmost
totally lasking in modern sonar equipment, and their staffs are untrained in
modern attask techniques, A recent survey revealed the astonishing fact that
the Spanish air force had only two radar sets, And until very recently Spanish
pllots had never aven seen a jet airurafh,
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Spain'sg indugtrial complex, now operating according to eeconomlcally
ungound prineiples and arbitrary state contyol, could with proper teshnical
as%tame and a supply of raw materials meet at least Spaints own require-
msnte,

It ias clear, thersfore, that from & military point of view, Spain's
only immediate contyibution %o NATO objectives would be its extremely
advantagsous geogrephie position,

It must be borne in mind, moreover, that the gap between Franco's
mrotestations of future ecooperation and hie eventual implemantation of NATO
directives might prove to be very wide, There are many unknown quantities
in the current Spanish situation, While the Spanish authorities are violently
anti-Communigt, they tend to underestimate Soviet copabilities and appear to
lagk the sense of urgensy demanded by the present crisie., They insist, for
instance, that Spanish economic rehabilitation mmst be completed before = o5xg
Spein’g military re-armement can even be considered, _

The exorbitant price the US would have to pay for Frango's cooperation

25X6
would oet new 1ife into a un) ar o
25X1C
25X1C
25X1C Recent disturbances in Spain, however, point

to a restlesaness that could well add fuel to any deliberate attempt to slow
up the military build-up of Spain, a situation that the currently ineffeetual
Spanigh Commmist Party would certainly exploit to its utmost.
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~ The recent decision of the Intermational Court of Justis regarding the
famous agylum c¢ase of laya de la Terre. has done little to eass the two
and half years of tension betrneen Colombia and Peru. The case now beeones
a matter for diplomatie ne otintion undor the watehful eye of, and poseibly
subjest to pressure fron, other latin Amoricon nations,

Fecling over tho case has at one time or another producey a Feruvian
threat of a dip omatie break; an alleged Peruvian plon to insite a mob
attack on the Colomblian Tmbasgy in Iimn and thug lsy hands on the refugees
a delay in Poruvian demobilizetion of one nilitary class; the rceall of
most of the Colombian "mbagsy personnel; the cordoning of the Lmbacsy with
armcd guarde; and vorious allepotions of bordor ineidents.

Vietor Roul linya de la Torre, the leador of the first politienl
movement with mass support in modern Peruvian history, took asylum in the
Colombian Lmbassy in Idma on 3 Januory 1949, Tleru, while rospecting

- Colombin®s conception of the extraterritorinlity of its emboacy, refused to

grant safe conduct for Hoya to leave Poru on the grounds that he wac a eotmon
erininal, guilty .of "’ntellectunl authorsiip” of an acsassination,’ and

that C.lombia hod acted irm roperly 1n granting asylum,

T'arly in April 19/9, the iwo movermments agreed to refer the ease
%o the International Court of Justice ot the Hague, Unalle, even afier
long negotintions to agreo on the terms of reference, seperate que.tions
were subnitied to the Court, The Court in Movember 195C ruled that Huya
was a political rather thoan a common eriminal, but thct Colombia had
grant.ei the asylum illegally and that Peru was not obliped to grant safe
conduct,

Colombia requested clarification as to whot the decision obligated it
to do, The Court replied that Colombiats request required not a elarifica-
tion but a mew judgment, Consequently, Colombia and Peru submitted new
questiona, ond on 13 June the Court stated that the asylun, being illecil,
st end, but that Colombia was not obliged to deliver Haya to the Peruvians.
The solution of the mesulting icpasse was held to be o diplom:.tie question,

Although the rregent conservitive :dministration in Colombin has no
sympatlyy for the jolitical views of Haya, the weighi of opinion of other
Latin Americin countries moics it virturlly impossible for Colombia to do
otheruvise than stand o the degision of ‘he Court and continue to refusc any
compronige requiring laya's delivery to Peru., Latin Americon interest in
the eace has Becn eonciderable beeauce of the frequent use of csylunm in
emboscies nnd lepations. Leading fipurcs in other Lotin fimeriecn countries,
no mrtier vhet their politieal orientation, ave reg rded the Peruvian
attitude in this instonce as onme which endengers the eontinuance of the
highlyeprized institution of asy.um,

/“““"
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President Odrie of Poru may well be willing to uocept some compromise
solution, cinee ho would prob:bly rrefer nobttt¢ antagonizo labor further.
The Peruvian oligorchy, however, whici. put Ydris into tho Presidency in
1948, has a decpesected foar and hatred of Haya. -hile Odria hes become
somewhat independent of his original surporters during the past two years,
he 1is not completely free of them, and, becauce of their ;ro able intransie
gence in repord to laya, tho fortheoming diplomntic noroti: tions Letwoen
Colombia and Teru arc likely %o be diffieult rnq possibly ;rotracted.

Iatin American ojinion, however, will severel; res riet Poruvian action
and negotictions cre 2ikel:; to remain on a comparatively even rlono.
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